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costs in the Community 
THE MAIN POINTS IN BRIEF 
Industrial production picked up somewhat in February but 
unemployment remained at 16,2 million. Inflation remained 
relatively subdued at 3 % and the trade surplus weakened. 
While monetary growth was slightly more rapid, interest rates 
generally eased back and the ECU was marginally higher in 
March. 
Latest data for the Community's competitive position show a 
substantial worsening in relative unit labour costs in common 
currency terms in 1986 (11,3 %), mainly due to the appreci­
ation of the ECU, and this movement in costs is projected to 
continue in 1987(7,5 %). 
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Frunce. Germany. Ituly and UK : quarterly figures. 
Recent trends in the Community's economy 
Industrial production remains weak. — Industrial production in 
the Community in January (seasonally adjusted) fell by 1,7 % on 
a month­to­month basis. This represented the third successive 
monthly fall in the level of industrial output. The harsh weather 
at the beginning of the year undoubtedly depressed the level of 
output, but this was to some extent compensated for by in­
creased oil and gas extraction which boosted UK and Dutch 
industrial production. Preliminary information for February 
suggests some rebound in output in that month, particularly in 
Germany and France, where total industrial production was 
3 % higher than in January. The trend of output in January 
was also lower (see Graph 1) with the moving average over 
three months falling by 0,2 % at an annual rate. For the Com­
munity as a whole the level of industrial production in January 
was 0,7 % lower than a year earlier, with output higher than 
the previous year for the latest month available only in the 
Netherlands (6,3 %), Ireland (3,4 %), Luxembourg (3 %) and 
Portugal (1,1 %), while for the remaining eight Community 
countries decreases ranged from 0,3 % to 10,7 %. 
Unemployment slightly lower in February. — In February the 
number of registered unemployed, seasonally adjusted, in the 
Community (EUR12) fell by 24 000 to 16,2 million (11,8 % of 
the civilian labour force) but still remained 172 000 above the 
figure recorded in November. Numbers unemployed fell in six 
Member States but no clear downward trend is in evidence, 
consecutive monthly decreases only occurring for the second 
month in Belgium, Italy and the United Kingdom, while upward 
movements have been taking place in Spain now for six months 
and in France for four months. On a year­to­year basis, Com­
munity unemployment was 1,3 % higher than in February last 
with decreases being recorded in Belgium, Denmark, Germany, 
the Netherlands and the United Kingdom while other Member 
States registered increases ranging from 1,8 % in Greece to 
8,2 % in France. 
Consumer price increases still relatively subdued. — The index 
of consumer prices in the Community in February rose by 0,3 % 
on a month earlier, a lower rate than the 0,5 % recorded at the 
beginning of the year. On a seasonally adjusted basis the increase 
in February was 0,2 % as against 0,3 % in January with monthly 
rates ranging from a fall of 0,1 % in Denmark to a rise of 0,7 % 
(s.a.) in Portugal, where food prices played an important part 
in the increase. Some acceleration was also recorded in the 
quarterly rate of increases of the consumer price index in Ireland, 
with the main factors being increases in mortgage interest pay­
ments, excise duties and the withdrawal of remaining subsidies. 
Elsewhere monthly increases were 0,4 % or below. The underly­
ing trend rate of inflation, measured as the seasonally adjusted 
rate of change over six months at an annual rate, for the 
Community as a whole, eased marginally to 3,2 %, but was still 
quite a bit higher than the rates recorded in the second half of 
1986, while divergence in price trends between Member States 
was unchanged. Consumer prices in February were 3 % up on 
a year earlier with changes ranging from falls of 0,8 % in the 
Netherlands and 0,5 % in Germany and Luxembourg, to an 
increase of 16,8 % in Greece. 
Trade surplus down in January. — The Community's trade 
surplus (EUR10) in January, at 1 591 million ECU was less 
than half the substantial figure registered in December. This 
was partly due to a decline of 740 million ECU in the German 
surplus but a higher deficit in France and a move from a positive 
to negative position in Italy also contributed. On the basis 
of first information for February, when the German surplus 
recovered to its December level and reductions were recorded 
in the French and UK deficits, the Community is likely to 
register a surplus of around 2 300 million ECU. This suggests 
that the positive impact on the Community trade position of 
the oil price decline has now almost fully worked itself through 
with the improvement seen in the quarterly figures gradually 
moderating. 
Money supply growth picks up at beginning of year. — In January the rate of increase in the money supply for the Community as a whole (s.a.) was 1,1 %, with monthly rates higher in all countries except Denmark, Ireland, Spain and Portugal (where the increase was the same as in December). A further decline was registered in Denmark in February as bank lending was more or less unchanged. The acceleration in money supply growth in Germany in January was in particular influenced by the substantial inflow of funds from abroad prior to the EMS realignment. Some slowdown in monetary growth was recorded in February, with bank lending to firms and individuals remain­ing practically unchanged and monetary capital formation a little higher. In the Federal Republic of Germanv the central 
GRAPH 2: Unemployment (s.a.) EUR 12 
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bank money stock continued to grow strongly in March at a 
seasonally adjusted annual rate of just over 7 %, above this 
year's 3 ­ 6 % target range. In Spain, liquid assets held by the 
public accelerated to 1,3 % in February, mainly due to increase 
in credit to the private sector, while the growth of the Irish 
money supply of 2,8 % reflected the growth in Irish pound 
deposits as speculative positions unwound. In the United 
Kingdom £M3 continued to grow strongly in February and 
March, but the growth of the narrow measure of money M0 was within the authorities' target range of 2 to 6 %. This range 
was carried over in the budget to the 1987­88 financial year. 
Interest rates unchanged in March. — No further fall in short­
term interest rates was recorded for the Community as a whole 
in March with the average remaining at 8,8 %. This stability is 
due to the impact on the Community average of the sharp 
upward movements in Spain. Here the central bank continued 
to pursue a restrictive policy to bring the growth of monetary 
aggregates inside their target band. The bank increased its 
marginal rate on one day loan auctions and on overnight money, 
raising reserve requirements and imposing a cash coefficient on 
the increase of peseta deposits by non­residents. In Greece, 
where policy was also restrictive within the framework of the 
monetary programme, interest rates also rose. Elsewhere, except 
in Germany and the Netherlands where rates were more or less 
stable, interest rates moved significantly downwards. 
ECU marginally higher in March. — The ECU appreciated only 
marginally against the dollar in March, as worries concerning 
the large US trade deficit were tending to push the dollar down, 
but with fears of interventions following the Louvre agreement 
of 22 February working in the other direction. Thus the dollar 
strengthened in the first half of the month but was weak sub­
sequently, particularly against the yen. The fluctuations of the 
dollar did not have noticeable consequences on the exchange 
rate mechanism of the European Monetary System and currenc­
ies remained steady. The Belgian franc was at the bottom of the 
system for most of the month, but at one stage, due to technical 
factors which were quickly corrected, it was replaced by Irish 
pound. The Danish kroner remained on the top of the band 
moving in tandem with the lira which continues to move in the 
narrow band. The pound sterling appreciated by around 4 % 
in the month as high interest rates, favourable indicators and 
judgements on the Budget boosted sentiment. The escudo 
strengthened marginally against the ECU while the peseta and 
drachma were somewhat weaker. 
Relative unit labour costs in the Community 
Community's relative cost position worsens appreciably. — The 
improvement experienced in the first half of the eighties in the 
Community's unit labour costs for the whole economy in relation 
to its principal trading partners (expressed in a common cur­
rency) reversed sharply in 1986, with relative costs rising by 
11,3 %. They are projected to deteriorate futher in 1987 by 
7,5 %, bringing them back to the levels recorded in 1981. The 
major part of this worsening is associated with movements in 
the Community's effective exchange rate which appreciated by 
10,8% in 1986. In 1987, on the basis of updated forecasts 
produced at the end of January, a further appreciation of 7,1 % 
was foreseen and, taking account of developments since then, 
this must be regarded as a lower bound estimate, with each 
additional percentage point in the effective exchange rate feeding 
through into losses in competitiveness. Measured in national 
currency terms (i.e. before adjustment for exchange rate 
changes), relative costs in the Community have increased less 
rapidly since 1985, and are forecast to continue to do so (on 
average by 0,6 % p.a.) over the years 1985 to 1987, than in the 
period 1977­1984 (when the rise averaged 2,6 % p.a.). However, 
as has been seen above, this more favourable development in 
cost performance in national currency terms has been swamped 
by the magnitude of exchange rate adjustments. 
With the exception of 1981, the improvement in the relative unit 
labour costs in manufacturing (on a common currency basis) 
was less marked than for the total economy in the period to 
1985. The deterioration in competitiveness in common currency 
terms in 1986 was also sharper in manufacturing, with relative 
costs increasing there by 12,8 % as against 11,3 % for the total 
economy. Although the continued worsening in manufacturing 
relative costs will be marginally less in 1987, 7,3 % as against 
7,5 % for the economy as a whole, the fact that the index of 
manufacturing relative unit labour costs in a common currency, 
at 98,5, will be almost back to its 1975 level, does not augur 
well for the performance of European goods on world, and their 
own, markets. 
o RAPH 5: Money supply (EUR 12) and nominal GDP (EUR 4) 
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(a) Unit labour cost in national currency by reference to the weighted 
(b) Unit labour costs in a common currency by reference to the weigh 
(c) Provisional forecasts. 
Source Euroslat. estimates and forecasts by Com mission services. 
Noll's: For data on earlier years see European Economy No 19. Marc 
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GRAPH 8 : Exchange rates 
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GRAPH 9 : Relative unit labour costs in manufacturing and in the 
whole economy (common currency terms, 1975 = 100) 
In the United States relative unit labour costs in common cur­
rency terms (total economy) improved substantially in 1986, 
decreasing by 18,5 % as a result mainly of the sharp fall in the 
effective exchange rate of the dollar but also due to a small 
decrease in relative unit labour costs in national currency terms. 
The performance of the latter measure of relative costs which 
abstracts from exchange rate changes, has, except in 1982, been 
quite favourable, as compensation per employee slowed down 
faster than in most competitor countries, and despite the fact 
that productivity growtn in general has been marginally less 
rapid than elsewhere. In manufacturing, developments in rela­
tive unit labour costs in common currency terms have been even 
more favourable than in the economy as a whole with an 
improvement of 20,2 % in 1986 which is expected to be followed 
by further progress of 7,5 % in 1987. Relative costs expressed 
in national currency have declined in most years covered in 
Table 1 as pressure on profit margins from the appreciation in 
the exchange rate in the early eighties was reflected rapidly in 
adjustments in compensation per employee. 
For Japan, relative unit labour costs in common currency terms 
in the total economy, which rose by over one quarter in 1986, 
are expected to deteriorate still further (4,7 %) in 1987. Develop­
ments here, and more importantly in manufacturing, reflected 
the sharp appreciation of the yen, with the effective exchange 
rate rising by 28,8 % in 1986. The manufacturing data suggest 
that the usual large gains in Japanese competitiveness in national 
currency terms began to peter out in 1985 and 1986, reflecting 
the improved US performance in unit labour costs, with the 
result that relative costs increased by 0,6 %, the first rise for a 
number of years, although some return to the more usual pos­
ition of gains in national currency denominated relative costs 
are projected for 1987. 
30 April 1987 
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Principal economie policy measures ­ March 1987 
Community (EUR) 
9.3 The Council (Economie and Financial Affairs) conducted the first quarterly examination 
of the economic situation in the Community in accordance with Article 2 of the 1974 decision 
on convergence and on the basis of the Commission Communication of 25 February 1987 
(Supplement A, March 1987). The Council shared the Commission's opinion that there was 
no need at present to modify the economic policy guidelines contained in the Annual Report 
1986 ­ 87 adopted by the Council in December 1986. 
Belgium (B) 
10.3 The central bank cuts the interest rate on one­, two­, and three­month Treasury 
certificates from 7,75 % to 7,50 % and on 12 March lowers the discount rate from 8,50 % 
to 8 % and the rate for advances from 8,75 % to 8,25 %. 
13:3 The Cabinet decides on measures adjusting the 1987 budget. The Treasury borrowing 
requirement is now estimated at BFR 420 000 million, which remains in line with the 
Government's target of 8 % of GNP. The adjustments involve additional non­tax revenue of 
BFR 6 000 million and a BFR 14 000 million cut in expenditure. 
Denmark (DK) 
17.3 Nationalbanken lowers its money market intervention rate by 1/2 % point to 10 1/2 % 
as capital inflows begin to pick up. The rate was reduced by another 1/2 % point to 10 % on 
26 March. It had been increased from 9 1/4 % to 14 % in January as the DKR came under 
pressure and lowered to 11 % in the wake of the realignment. 
Federal Republic of Germany (D) 
None. 
Greece (GR) 
13.3 The Minister for Trade announces that, for 1987 and until the tax system is reformed, 
the tax exemption in respect of exporting firms* costs not supported by documentary evidence 
will be increased by two percentage points to 3 %. 
Spain (E) 
4.3 The Bank of Spain raises the compulsory reserve ratio from 18 % to 19 % of bank and 
savings bank liabilities. The remunerated tranche of the ratio is also increased by 1 point 
Trom 15,5 % to 16,5 % οΓliabilities. 
13.3 The Bank of Spain will no longer require administrative authorization for the agreement 
of foreign lending of up to PTA 1 500 million. The central bank also completely liberalizes the 
operations whereby financial institutions obtain funds and invest them in foreign currencies, 
abolishes the existing limits on foreign currency liabilities, raises the 'country risk' provisions 
to 25 % of the risk total and increases the compulsory pension provisions. 
¡3.3 A ministerial decree liberalizes expenditure by Spanish nationals travelling abroad. 
Spanish residents will be permitted to take with them up to PTA 450 000 (of which 
PTA 350 000 in foreign currencies) per person per journey, without prior administrative 
authorization and without having to observe an annual ceiling. The new ministerial decree 
sets no limits on bank transfers and the use abroad of credit cards. However, production of 
supporting documents could be required at any time within the following three years. 
France (F) 
¡H.3 The Government takes a number of measures to assist the long­term unemployed: 
— abolition of the two­ to four­month waiting period, i.e. the period during which an 
unemployed person who is ineligible for the unemployment insurance scheme does not 
yet qualify for State assistance. This will cost the State FF 400 million; 
— unemployed persons registered with the ANPE (national employment agency) for over a 
year will be eligible for a two­year employment contract which will include 600 hours' 
training by the firm offering the contract. Those eligible will be paid at least the guaranteed 
minimum wage (SM1C) but the State will bear the entire cost of the training and 
the employer's social security contributions for one year. These contracts which offer 
reintegration into working life by alternating work and training could concern 15 000 to 
20 000 persons and would cost some FF 500 million in a full year; 
— the long­term unemployed in particular difficulties will be eligible for 600 hours' training 
over a five­month period. They will be paid the guaranteed minimum wage (SMIC) but 
will not be given an employment contract. The State will bear the cost of their training 
and pay their wages and social security contributions. Some 20 000 to 25 000 persons 
could be eligible for these training courses which would cost FF 600 million in a full year. 
Firms which employ a person who has completed either of these training schemes will qualify 
for a 50 % reduction in the employer's social security contribution for one year. 
Ireland (IRL) 
31.3 The Annual Budget aims at reducing the Exchequer Borrowing Requirement for 1987 
by just over 2 percentage points to 9 3/4 % of GDP. The Budget confirms the increases, 
made in January, in excise duty on cigarettes and petroleum products and does not index 
income tax bands and allowances for inflation. In regard to current expenditure, the Budget 
plans to hold the increase in the public service pay bill to somewhat over 5 % through staff 
wastage and to achieve wide­ranging economies, many of an individually small nature, in the 
health, education and social welfare areas. Social welfare benefits are, however, to be increased 
by 3 % from July. The Budget plans barely any nominal increase in capital spending by the 
public sector, the volume cuts falling mainly on building and construction activity by the 
Local Authorities. 
Italy (I) 
13.3 Acting on a proposal by the Governor of the Bank of Italy, the M inister for the Treasury 
decides to reduce the central bank discount rate from 12 % to 11,5 %. 
13.3 The Bank of Italy decides for the first time to make foreign currency deposits subject to 
reserve requirements. The ratio will be 25 % to be applied to the monthly variation in the 
averages of daily figures in lire equivalents calculated at the current exchange rate. The 
deposits subject to reserve requirements will be remunerated at the rate of 5,5 %. This 
measure has been necessitated by the fact that, after the currency realignment and the Paris 
Summit, foreign currency credits, on which a lower interest rate is payable, have expanded 
far more sharply than lire credits. 
Luxembourg (L) 
Ii.3 The Government formulates a series of measures to assist the steel industry. The main 
ones are the early retirement, on request, of workers οΓ 57 years of age and above, application 
of the new invalidity rules, additional employment in the building industry and adaptation 
of vocational training. The total cost of these measures is estimated at LFR 4 400 million. 
Netherlands (NL) 
13.3 The Nederlandsche Bank and the banks reach an agreement on bearer savings certificates. 
In order to limit anonymity, the banks will have to state customers' identity and the 
registration number and amount of savings certificates issued on the registration document. 
Portugal (P) 
/o\3 The Government decides to cut key interest rates by 0,5 %. At the same time, administrat­
ive control on interest rates is relaxed with the setting of a maximum lending rate (19.5 %) 
and a minimum rate of 14.5 % for six­month to one­year time deposits. 
United Kingdom (UK) 
¡7.3 The Chancellor of the Exchequer presents the Budget for 1987 — 88 to Parliament. The 
main features are: 
— the target range for growth of narrow money. M0, in 1987­88 is set at 2 ­ 6 %, as foreshadowed in last year's medium­term financial strategy (MTFS); 
— no target has been set for broad money, sterling M3, but along with the exchange rate it will continue to be watched in assessing monetary conditions; 
— the likely outcome for the public sector borrowing requirement (PSBR) in the 1986 — 87 
financial year just ending is UKL 4 000 million (I % of GDP); the PSBR for 1987­88 is 
also set at UKL 4 000 million; in both years the PSBR is well below the UKL 7 000 
million figure given in last year's MTFS; 
— the basic rate of income tax is to be reduced by 2 percentage points to 27 %; this will 
apply to income in the 1987 ­ 88 financial year and will already be reflected in net earnings 
from the middle of May; 
— the main income lax allowances are to be raised by 3,7 %, in line with statutory indexation 
provisions; 
— tax reliefs are to be introduced to encourage profit­related pay arrangements; 
— no changes are announced in the main excise duties (which are usually indexed for 
inflation); 
— other minor, mainly technical changes are to be introduced in inheritance tax, taxation 
of pension plans, corporation tax, petroleum revenue tax, and the administration of VAT 
for small business; 
— the total cost οΓ the tax measures (after allowing for indexation) in 1987 — 88 is estimated 
at UKL 2 600 million (0.6 % of GDP). 
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